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ABSTRACT 

Within the public elementary/secondary school systems 
of the United States there is tremendous diversity in educational 
funding provided by the federal government, states, and localities. 

An issue of intense interest to education policymakers is what 
influences the level and composition of state and local spending. 

This publication contains papers, presented at the annual National 
Center for Education Statistics (NCES) State Data Conference, that 
explored reasons why funding disparity among states persists. The 
papers share the theme that funding differences arise from 
differences in geographic location, economic ability, and relative 
position. These disparities will probably not be resolved quickly. 

The a ithors also shgre a pessimistic assessment of the future, 
predicting increasing student enrollments which will create more 
fiscal stress upon stages and school systems with poor demographic 
and fiscal conditions Following the foreword and acknowledgments, the 
contends include: (1) ‘'Introduction and Overview" (William J. Fowler, 
Jr.); (2) "Public School Teacher Cost Differences Across the United 
States: Introduction to a Teacher Cost Index (TCI)" (Jay G. 

Chambers); (3) "Meeting the Challenge of Devolution: How Changing 
Demographic and Fiscal Contexts Affect State Investments in 
Education" (Martin E. Orland and Carol E. Cohen); (4) "The Growth of 
Education Revenues Between 1982-83 to 1991-92 : What Accounts for 
Differences Among States?" (Nicola A. Alexander); (5) "A Study of 
Administrative Expenditures in Texas Public Schools" (Chrys 
Dougherty); (6) "Administrative Expenditure Limits for Texas Public 
School Districts" (Scott Jay Lewis); (7) "Summary of 'Where's the 
Money Gone': Changes in the Level and Composition of Education 
Spending (1967-1991)" (Richard Rothstr in) ; and (8) "Improving School 
Performance While Control ling Costs" (Eric Hanushek) . Most chapters 
contain references . (LMI) 
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Foreword 



Paul D. Planchon, Associate Commissioner 

Elementary and Secondary Education Division 



Of all tbe areas wi thin public elementary and secondary education that are experiencing r^id change, 
none is experiencing more turmoil than school finance. In part, this is the result of the action of state courts 
and state legislatures. Innovative {Mxiposals and new hinding mechanisms are changing the traditional land- 
scape of school district financing This activity in states has created a renewed interest in school funding at the 
federal level. 

Developments in School Finance contains papers by {Hesenters at the annual National Center for Educa- 
tion Statistics (NCES) State Data Conference. The Conference attracts several state education department 
policymakers, analysts, and data providers from each state, who are offered training sessions and updates on 
develoiHnents in the field. The presenters are experts in their respective fields, each of whom has a unique 
perspective or interesting quantitative research to bring to bear on emerging issues in school finance. The 
reaction of the participants to these presentations was overwhelmingly positive. We hope that will be your 
reaction as well. 

This report is tbe second publication of the proceedings of the State Doia Conference. The papers are 
inteiKWt to promote tbe exchange of ideas among researchers and policymakers. Because the views are those 
of the authors, the papers may provoke discussions, replications, replies, and refutations. If so, the publication 
will have accomplisted its task. There would be nothing so satisfying to the Center as promoting and contrib- 
uting to the field of school finance. 
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Introduction and Overview 
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Introduction and Overview 

William /. Fowler, Jr. 
National Center for Education Statistics 



Within the public elementary/secondary educa- 
tion school systems of the United States there is 
tremendous diversity in educational fimdir j provided 
by the federal govenunent, states, and localities. In 
part this funding diversity is due to differences in the 
cost-of-living indifferent geographic areas, and, in 
part to the demographic and fiscal composition of the 
school district. An issue of intense interest to educa- 
tion policymakers is what influences the level and 
composition of state and local spending. A frequently 
asked question by the public is, “Where has the 
money gone?” The public effort to fund education 
rose over the last four decades {Condition of Educa- 
tion 1995, p. 148), as did public education revenues. 
This combination of increasing outlays and increasing 
effort has caused an interest in the efficiency of the 
public education system. Some individuals allege that 
in the last quarter-century, education expenditures 
have doubled, but student achievement has remained 
stagnant (Hanushek and Rivkin 1994). 

The presenters at the National Center for 
Education Statistics (NCES) summer conferences 
addressed a general interest in why funding dispaiity 



persists. In the first p^>er. Jay Chambers examines 
why teacher salaries differ among geographic loca- 
tions across the country. In his exploratory work to 
develop a cost-of-education index (CEI), Chambers 
asks; 

How much more or less does it cost in 
different jurisdictions to recruit and 
employ school personnel with similar 
characteristics into similar Jobs and 
job assignments? 

To answer this question. Chambers utilized the 
NCES 1990-91 Schools and Staffing Survey (SASS) 
of over 40,000 public school teachers. This analysis 
aided Chambers in obtaining the necessary statistical 
data on teacher salaries and cost. Because of the 
variations in teacher costs. Chambers used the 
hedonic wage model — a model that provides a 
conceptual framework for understanding the various 
factors that underlie variations in the patterns of 
teacher salaries in an attempt to capture the intricacies 
involved in a teacher's decision to be employed by a 
school district and the school district’s decision to 
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employ the teacher. In this regard, the school 
district’s preferences for a certain type of individual 
and the prospecdve teacher’s perception of the 
geographic amenities of the school district heavily 
influence the decision of each party. 

Chambers finds that school districts with highly 
competitive labor markets have teacher salaries that 
are as much as 8 percent higher than those in districts 
where there is high unemployment or a lack of 
competition. Teacher salaries are approximately 4 
percent higher in school districts experiencing high 
land prices or a rapidly growing population and are 
approximately 6.S percent higher in more densely 
populated areas and larger urban areas that have 
higher crime rates. Chambers also finds that teachers 
are willing to forego higher salaries to work in areas 
that have warmer climates and/or less snowfall. 

Chambers uses a value of 100 as the overall 
mean value of the teacher cost index (TCI) for the 
United States. The variation in the TCI ranges from 
a low of S3 to a high of 137, depending on the 
district's costs. Using an inappropriate index can 
yield significantly different conclusions about the 
levels of educational services being provided in 
different regions of the country. 

The second paper presented at the NCES 
summer conference asks how the impending devolu- 
tion of federal education funding might affect state 
and local funding in education. To understand how a 
reduction in federal aid might change state and local 
spending, Martin E. Orland and Carol E. Cohen 
explore three broad factors that influence state 
spending for education: the service needs of states; 
the ability to pay; and the willingness to pay. The 
authors assume that, all else being equal, states with 
liigher population to pupil ratios, a higher fiscal 
capacity, and those that exhibit greater “fiscal effort” 
will have a higher level of per-pupil spending. Ex- 
amination of the empirical results demonstrates that 
this assumption is correct. However, among high 
spending states, there is no common factor that 
explains the high spending. In Connecticut, an 



abundant tax capacity explains high spending, while 
Vermont’s liigh spending is attributable to high 
educational effort rates. In contrast. Massachusens 
has a high population/pupil ratio which allows tliis 
state to spend generously with effort levels that are 
only 85 percent of the national average. 

In low spending states with low spending, 
virtually every state has both a low per-capita income 
and a low demographic capacity. Although these low 
spending states have at least average levels of educa- 
tional effort, a combination of a weak fiscal resource 
base and the need to support large numbers of chil- 
dren results in low per-child service levels. 

For the future Orland and Cohen suggest that 
there are two implications for education spending over 
the next decade. First, growth rates in per-pupil 
education spending will not increase at the same rate 
as in the 1970s and 1980s. Also, growth rates in per- 
capita income will be slower than what the nation has 
experienced in previous decades. Second, it is 
unlikely that disparities among states, in their spending 
levels will be reduced in the future. For instance, of 
the 10 highest-spending states, only 3 states will have 
higher-than-average enrollment growth through the 
year 2005. 

In the third p^r presented, Nicola A. 
Alexander approaches the question of why state 
revenues have grown differentially between school 
years 1982-83 and 1991-92. She examines four 
factors related to changes in education revenues: 
effects of large enrollment increases on the growth of 
per-pupil revenue; results of per-pupil revenues in 
school year 1982-83; effects of economic growth on 
increases in per-pupil school revenues; and the 
contribution of revenues from different government 
levels to changes in school revenues. 

Alexander discovers a relationship between the 
rapid growth of a state’s economy and an above 
average rise in per-pupil revenues. In addition, states 
with lower education revenues experienced rapid 
revenue inaeases. This process is termed “conver- 
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gence," that is, high spending states might be expected 
to experience fiscal pressure to slow down their rate 
of growth, while low-spending states might desire to 
“catch-up.” To her surprise, Alexander also finds that 
increases in enrollment have positive, rather than the 
expected negative, outcome on the augmentation of 
state education revenues. In addition, states with the 
fastest growth of real per-pupil education revenues 
rely on increases in local sources of revenue rather 
than on state revenue increases, although this was not 
dependent upon the percent of state support. The 
statistical analysis performed also suggests a pattern 
of regional variation in per-pupil growth, in which the 
Plains, Southwestern, and Rocky Mountain states had 
the lowest growth of education revenue from school 
year 1982-83 to school year 1991-92. 

Regardless of the rapid growth of real state 
education funding, the absolute level of state educa- 
tion funding, or the percent of state share conq>ared to 
local and federal sources for education funding, 
states’ exhibit a fiduciary interest in funds being well 
spent. The first of the presentations that examines the 
efficacy of public school district spending, by Chrys 
Dougherty, focuses on a procedure for identifying 
Texas school districts that spent too much on adminis- 
tration. In 1991, Texas had 1,053 school districts, of 
which 393 enrolled less than SOO students, and the 
smallest school district enrolled only two students. 
Because even the smallest school districts may employ 
a superintendent, and perhaps also a principal, 
administrative expenditures can be a substantial 
expenditure. Three definitions of administrative 
spending are used by Dougherty: admini.strative 
spending per student; the ratio of administrative 
spending to instructional spending; and the ratio of 
administrative to total operating expenditm^e. 
Dougherty finds that economies of scale v anish for a 
district size beyond 2,000 students. He also uses a 
broad definition of administrative expenditures to 
discourage “aeative accounting” and “born-again 
curriculum coordinators.” 

Dougherty finds that the ratio of administrative 
to instructional expenditure is the most effective 



measurement of excessive administrative expenditure 
because the ratio does not need to be adjusted for 
inflation and encourages shifting of expenditures from 
administration to instruction. To determine excessive 
administrative expenditures, a least-squares regression 
was used to determine which variables were associ- 
ated with administrative expenditures. The initial 
equation used school district size, wealth, average 
campus (school) size, pupil-teacher ratio, percent of 
limited-English proficient students, percent of students 
in special education, and percent of students in 
compensatory education, as well as student mobility 
and the index of administrative salaries to those in 
other school districts. 

Apparently, school districts treat administration 
as a luxury — that is, the wealthier the school district, 
the higher the administration-instruction ratio. A 
lower pupil-teacher ratio also leads to more adminis- 
trative spending. Districts with limited-English 
proficient or compensatory students also have higher 
administrative expenditures. Dougherty also explores 
whether there is a relationship between administrative 
expenditures and student learning, and student 
learning on the Tsxas Assessment of Academic Skills 
(TAAS) test. Finally, Dougherty conducted case 
studies of selected school districts with unusually high 
or low ratios of administrative to instructional expen- 
diture. 

Scott Jay Lewis builds on the work by 
Dougherty by discussing the legislation enacted by the 
Tsxas Legislature in 1993 to require Tsxas school 
districts to limit their administrative expenditures to a 
percentage of their instructional expenditures. Senate 
Bill 7 (SB7) requires die establishment of administra- 
tive expenditure standards for school districts, the 
monitoring of these administrative expenditure 
standards by die Texas Education Agency (TEA), and 
the recovery of funds from districts that do not meet 
these standards. The result has been a decrease in the 
statewide average instructional to administrative 
expenditure ratio in each year since 1988, with the 
most dramatic change between 1992 and 1993. 
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Richard Rothstein examines where increases in 
education funding have gone. In his presentation, 
Rothstein examines the expenditures of nine school 
districts over 25 years, from 1^67 to 1991, and 
concludes that, while spending has ri'.en substantially, 
the increase is smaller than the traditional claims that 
inflation-adjusted (real) spending “roughly doubled” 
over that time period. In addition, only about a 
quarter of the increase in education spending went to 
“regular education.” He believes that this is consis- 
tent with the smdent level of achievement attained 
during that period. 

Rothstein fmds that the school districts he 
examined have not achieved productivity gains 
comparable to those in manufacturing over the 
quarter-century. For example, pupil-teacher ratios 
would have had to inaease, rather than decline, over 
the time period, for school districts to have become 
more productive. However, Rothstein cites the work 
of another economist William Baumol to assert that 
service sector institutions can seldom achieve such 
gains. Interning examples are barbers and orches- 
tras, in whici. we may not expect an increase in 
haircuts/barbers, or a decline in musicians/sympho- 
nies. 

Putting aside these interesting insights, when 
Rothstein turns to his main question of where the 
increase in education funds have gone, he finds that 
special education absorbed 38 percent of the new 
funds, this was more dum regular education, which 
received only 26 percent of the new funds. About 8 
percent of the new funds went to expansion of the 
school lunch and breakfast programs, and another 7 
percent went to attendance, dropout prevention, 
alternative instruction and counseling. Within regular 
education, higher average teacher salaries were 
mainly due to teachers’ increased experience and 
advanced degrees. However, urban districts barely 
increased their regular education spending. 

The notion that the expenditure per-pupil has 
doubled in the last quarter-century while student 
performance has a best stayed constant, comes from 



tlie presentation of Eric A. Hanushek. He suggests 
that school resources have been very inefficiently 
deployed. This issue is a concern because school 
quality is an element in determining the productivity 
growth of the nation’s economy; if school quality 
declines, future economic growth is in jeopardy. 

Economists have not ignored education, which 
is, after all, a sector of the economy larger than steel 
and automobiles. Hanushek believes that the results 
obtained from economists have been ignored, and 
possibly contradicted, in some school reforms that 
have been undertaken. In addition, the pattern of 
spending ciianges in recent years points to an upcom- 
ing fiscal crisis for the nation's schools; for, unlike 
that occurring during the 1970s and 1980s, the 
student population is again increasing. Local taxpay- 
ers are iikely to oppose continued expenditure in- 
creases, as increased enrollment and rapid increases in 
expenditures combine to put “schools in a difficult 
fiscal squeeze.” 

Hanushek also finds that smaller class sizes, 
implemented to improve educational'quality, are 
dramatically more expensive, but in the range of 
operations of IS to 40 students, do not improve 
student performance. He also suggests that a teacher 
obtaining an advanced degree does little to ensure 
high performance, but increases expenditures. In 
short, “schools do not regularly insure that increased 
student performance flows fiom increased expendi- 
ture.” At the same time, Hanushek argues that some 
schools are considerably better than others, suggesting 
that if school reform were correctly carried out, the 
odds that a child is in a favorable learning environ- 
ment would increase. 

Hanushek then goes on to argue what might be 
done, but considers the cost of such changes, as well 
as the benefits. He recognizes that education is very 
complex, and that current knowledge supports simul- 
taneously implementing a variety of differing ap- 
proaches. However, all of these strategies should 
involve incentives, on-going evaluation, die display of 
performance achieved, and decision rules regarding 
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their success. Improving schools, Hanushek argues, 
“is cunently made very difficult by the lack of 
generally agreed upon measures of performance.” 
Oddly, this does not mean “test-driven management of 
schools,” but more controversial programs, such as 
merit pay for teachers, private contracting, magnet 
schools, school choice, and charter schools. All of 
these are “virtually untested,” which Hanushek argues 
calls for a broad program of experimentation, includ- 
ing “two-tier” employment contracts. He ends by 
arguing that “expanding resources first, and looking 
for reform second, is very unlikely to lead to an 
improved system.” 

The importance of these presentations is that 
funding differences in the public elementary-second- 
ary education school systems of the United States 
arise from differences in geograjMc location, eco- 
nomic ability, and relative position. There appears to 
be little likelihood of these disparities quickly being 
resolved. Ample evidence is {nesented tha.t some 
school districts dissipate their funds by porchasing 
“luxury” items, such as more administration, while 



others see their Amds diverted from “regular educa- 
tion.” Both practices raise questions of productivity 
and efficiency during the last quarter-century, a time 
of relatively ample resources for education, because 
of declining student enrollment 

The presentations are also uniform in their 
pessimistic assessment of the luture. They foresee 
increasing student enrollments, which will create more 
fiscal stress upon those states and school systems with 
poor demogra^diic and fiscal conditions. Whether this 
fiscal stress will result in taxpayer revolts, more 
attention to the wise use of resources, incentives to 
preserve existing resources, or a new desire to provide 
additional funds for education will not be known until 
the presentations and observations of future confer- 
ence participants. 
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Introduction 

Since the mid-1970s, a number of studies have 
focused on ttK development of methodologies and 
empirical estimation of a cost-of-education index 
(CEI). ' A CEI is designed to adjust for differences in 
the purchasing power of the educational dollar in 
different locations. Because personnel expenditures 
account for about 80 percent of local school budgets, 
most of the previous studies of education cost differ- 
ences have focused attention on the analysis of 
personnel costs. ^ Thus, the development of an 

' .SeeOuunbers(1981i, 1981b)fGrniethodologictldiscuiuiuQs. See 
ChAmfeeri and Paniih (1984) and Oiunbers (1978, 1980) for a 
coRi|3reheiiiiveeiiipincalitiidy of educadonal cost differences. For 
worfcof odier aithm on (he CEI. see Augenblick and Adams (1979); 
Brazer ( 1 974); Onibb and Hyman ( 1 97S); Kenney. Denslow. and 
Goffman (1973); and Wendiing ( 1979). 



adequate methodology for addressing the differences 
in the costs of personnel would aid in the development 
of a CEI. But how are teacher cost differences 
defined? 

Most educators readily acknowledge that school 
districts in different geographic locations encounter 
different costs in acquiring and retaining teachers with 
similar -lualifications. That is, teacher salaries reflect 
not only the cost-of-living and desiraMlity of a given 
geographic location, but also a school district’s 
preference for teacher qualifications (e.g., educational 

^ SiDce some portion of the remaining 20 percent of school distnct 
budgets is allocated to personal service contncts (e.g.. psydiological 
services, physical and occupational therapy, consultants, repair services, 
and legal services), expenditures allocated to personnel act^ly exceed 
80 percent. 
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preparation or experience levels). The studies of 
personnel cost differences address the following 
question: 

How much more or less does it cost in different 
jurisdictions to recruit and employ school personnel 
with similar characteristics into similar jobs and Job 
assignments? 

Accurately measuring geographic cost differ- 
ences has been one of the pre-eminent measure ment 
challenges in education. The challenge of this task 
lies in identifying and measuring the factors that 
define similar characteristics and similar jobs, as 
well as those factors that reflect differences in the 
cost-of-living and desirability across geographic 
locatioas. 

Until recently, no national data 
have been available to support a 
comprehensive analysis of the 
variations in teacher salaries. With 
the advent of the Schools and 
Staffing Survey (SASS), which was 
first conducted during the 1987-88 
school year by the National Center 
for Education Statistics (NCES), a 
data source emerged that supports 
the empirical analysis required to 
develop a national, geographical 
teacher cost index (TCI). 

The study described in this 
paper draws on a sample of over 
40,0(X) public school teachers, derived from the SASS 
database for school year 1990-9 1 , to conduct the 
statistical analysis of teacher salaries and cost. In 

’ For enunple, see the NCES publication. Public Elementary emd 
Secondary Suae Aggre^te Data, for School Year 1990^91 and 
Fiscal Year 1990 (NCES Report No. 92-033), 

* Exan^le of nudiej of the demind for educitkNiil expendiurei and 
demaad for educational resowces(e.g., staf(/pupi]iaboe)althe local 
level include Bano (1974), Chambers ( 1 975 and 1979), Feldstein 
(1975), and Ladd (1975). 



conjunction with the SASS data, the analysis also 
uses data from the Census Bureau (e.g„ population 
and population density), the Bureau of Labor Statis- 
tics (BLS) (e.g., unemployment rates), the Federal 
Bureau of Investigation (FBI) (e.g., crime rates), and 
the National Climatic Data Center (NCDC) (e.g., 
climatic conditions). 

The Importance of Cost-of-Education 
Adjustments 

The importance of developing a CEI is that it 
may be used in two significant ways. First, it may be 
used to adjust educational expenditure or teacher 
salai-y dau for differences in the purchasing power of 
the educational dollar in different communities. For 
the most part, published information on educational 
expenditures and salaries of school personnel across 
states and other locsd jurisdictions is 
based on actual reported values.’ 
However, because of the existing 
variations in the costs of comparable 
educational resources across these 
jurisdictions, it is difficult to make 
comparisons of the level of educa- 
tional services being provided in 
different locations. In order to make 
such comparisons, it is necessary to 
adjust reported data on average 
educational expenditures and teacher 
salaries for differences in the pur- 
chasing power of the educational 
dollar across jurisdictions. 

Second, in addition to their importance for 
reporting expenditure and salary data, such cost-of- 
education adjustments play a significant role in 
analyses of the demand for educational services and 
inputs aaoss communities.* Studies of educational 
resource allocation have commonly had to use mea- 
sures such as average teacher salaries or other proxy 
variables (e.g., opportunity wages in other occupa- 
tions) to reflect relative costs of school resources. 
Unfortunately, variations in average teacher salaries 
reflect both variations in costs, as well as the qualifi- 
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cations of the teaching staff. Analysis of demand for 
school inputs requires an index of the relative cost of 
c<m\parable inputs. The importance of accurately 
controlling for costs in dtese analyses is that ulti- 
mately such studies are often focused on addressing 
the impact of changes in state or federal policies or 
funding formulas. Without the ability to control for 
the impact of input costs on choices of local school 
district officials, it is not possible to isolate the effects 
of state and federal policies on patterns of resource 
allocation in local schools. 

Toward the Development of a 
Teacher Cost Index (TCI) 

Barro ( 1992) developed a model that adjusts the 
variations in average teacher salaries for variations in 
the levels of education and experience. Other re- 
searchers (e.g., McMahon and Chang 1991) have 
suggested cost-of-living adjustment to account 
for variations in the purchasing power of the educa- 
tion dollar. Unfortunately, neither of these alterna- 
tives is adequate. To capture such variations in 
teacher costs requires a conq)rehensive analysis of the 
patterns of teacher compensation. It requires a model 
that portrays the complexities of the employment 
transaction between an individual teacher and the 
school district: that is, one that accounts for school 
district preferences for teacher qualifications and 
individual teacher preferences for working and living 
conditions in local communities. 

The model used for the development of the 
TCI — referred to by economists as the hedonic wage 
model — provides a comprehensive conceptual frame- 
work for understanding and sorting the various 
factors that underlie variations in the patterns of 
teacher salaries. This mood is well suited to isolate 
the impact of regional amenities and costs of living on 
teacher salaries while controlling for various teacher 
and job characteristics. 

In an earlier paper. Chambers ( 1981a) de.saibed 
the hedonic wage model as follows: 



The intuitive notion underlying this theoretical 
struenire is that individuals care both about the 
quaUty of their work environment as well as the 
monetary rewards associated with particular 
employment alternatives, and that they will seek 
to attain the greatest possible personal satisfac- 
tion by selecting a job with the appropriate 
combination of monetary and non-monetary 
rewards. Similarly, employers are not indiffer- 
ent as to the characteristics of the individual to 
whom they offer pariicular jobs. The result of 
these simultaneous choices is the matching of 
individual employees with employers. It is the 
result of this matching process itself that reveals 
implicitly the differential rates of pay associated 
with the attributes of individual employees and 
the working conditions offered by employers. 

More formally, it is the supply of, and demand 
for, individuals with certain personal attributes 
to any particular kind of job assignment that 
determines the equilibrium wages of labor as 
well as the implicit market prices attached to the 
personal and job characteristics. 

The implicit relationship observed between 
wages and the personal and job characteristics 
of individuals is referred to as a hedonic wage 
index. The word hedonic literally refers to the 
{Aysical and psychic pleasures that one can 
derive from engaging in certain activities. In 
the context of labor markets, the word hedonic 
refers to the satisfactions or utility derived by 
employees from the characteristics of the work 
place and the profits or the perceived productive 
value derived by employers from the characteris- 
tics of employees they assign to certain jobs. 

The hedonic wage index permits one to decom- 
pose the observed variation in the wages paid to 
labor into the dollar values attached to each unit 
of the personal and workplace characteristics 
(p. 51). 

Ordinary least squares regression is used to 
estimate the parametc. s of the model. The estimated 
coefficients provide a foundation for determining the 
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wage premiums (positive or negative) associated with 
particular personal, job, or location characteristics. 

This analysis reveals wage premiums for 
attributes of the workplace and the employee that are 
not commonly included in regular salary schedules. 
For this reason, the coefficients are said to provide 
estimates of the implicit prices of particular at- 
tributes. The patterns of implicit prices for worker 
attributes result from the process of matching the 
combination of teacher characteristics embodied in a 
given individual teacher to the job characteristics 
embodied in a given job assignment. The employment 
of teachers in particular schools represents a process 
of choice for the teachers (on the supply side) and for 
the school district decision-makers (on the demand 
side) that reveals the trade-offs among the teacher 
attributes and job characteristics. These trade-offs 
provide the basis for the set of 
implicit prices. 

Objectives of the 
Analysis 

The TCI analysis presented here 
accomplishes two primary objectives. 

First, the TCI component extends the 
analysis of teacher salaries to include 
specific variables that reflect the 
costs of living and the amenities of 
the jurisdictions in wjiich public 
school systems are located. Second, 
the empirical analysis of teacher 
salaries is used to estimate a TCI for 
each school district in the United States. 

The TCI is designed to reflect variations in 
teacher salaries associated with factors that are 
outside the control of local school decisionmakers. 
Thus, calculation of the TCI requires controlling for 
(i.e., holding statistically constant) the differences in 



teacher qualifications and job assignments, while 
simulating i le effects of the factors that reflect 
differences i i costs of living and attractiveness of 
local jurisdictions. The analysis of teariier costs 
presented in this piqier controls for two major catego- 
ries of teacher and job attributes:’ 

• Personal background characteristics such as 
gender, race/ethnicity, marital status, total and 
job-specific experience, age, breaks in service, 
educational preparation, and undergraduate 
major; 

• Job assignment characteristics such as percent 
age df fuli-time, an index of class size, whether 
the teacher is a mentor, percentage of out-of-field 
teaching (for secondary teachers only), amount of 
non-school time spent on school-related activities, 

ability levels of students taught, 
type of school, and indices of 
student behavior and problems. 

Cost Factors: Regional 
and District 

Characteristics That Are 
Outside Local Control 

How do teacher salaries vary 
with factors outside local control? 
These cost factors encompass 
variations in the costs of living, 
competitiveness of the labor mar- 
kets, levels of crime, quality of the 
weather, availability of alternative 
job opportunities, and other attributes of the regions 
and districts that affect their attractiveness as places 
to live and work. It is anticipated that less attractive 
jurisdictions will have to pay relatively higher salaries 
to attract comparable teachers. 




’ A more dcuiled iveaenutioii of the analyiii at the reltbooship between 

tcncher inlanej tad these teacher end job emibutes is oootained in 
Chiinbers end Fowler (1995). 
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Highlights of the variations in teacher salaries in 
relation to each of the cost factors are presented 
below. 

• Competition in the market for teachers. 
Counties with highly competitive labor markets 
for tea'*>ers exhibit salaries as much as 8 percent 
higher. In addition, counties with tighter overall 
labor markets, as reflected in lower unemploy- 
ment rates, also exhibit higher teacher salaries. 



• Climatic conditions. Teachers appear to 
give up salaries to work in regions with warmer 
climates (as measured by mean temperatures) 
and/or less armual snowfall. Districts in regions 
exhibiting mean temperatures one standard 
deviation below the mean have 2.8 percent higher 
teacher costs. An additional standard deviation 
above the mean in snowfall is associated with a 
texher cost difference of 1.3 percent. 



* Factors underlying cost-of-living differences. 
Factors associated with higher costs of i*v:r>g, 
such as higher land prices and faster growth in 
population, are also associated with higher 
teacher salaries. Districts one standard deviation 
above the mean land values pay approximately 4 
percent teacher cost difference. A one standard 
deviation difference in the growth 

rate of the local county is associ- 
ated with a 1.6 percent teacher 
cost difference. 

• Amenities of urban and 
rural life. In general, more 
densely populated areas and 
larger urban areas exhibit 
significantly higha teachdr 
salaries. One standard deviation 
above the mean in metropolitan 
area population is associated 
with a 6.5 percent salary differ- 
ential. The analysis reveals 
higher teacher salaries in areas 
with higher crime rates. A one 
standard deviation difference in violent crimes is 
associated with a 1 .5 percent teacher cost differ- 
ence. 



* The TCI desctibed in this paper u hajed on what w&s referred to as the 
regional’tevel TCI in Chambers and Fowler (1995). The regional- 
level TCI includes only regional- or county-level vanables in the 
computation of the in^a. A diitnct-level TCI, which is calculated in 
the hiU report (Chandlers 1995), ucludes both regional, u well u 
district-level vanables in the index. Only the re gtonai^ level TCI is 
presented in this paper, since the regional factors are more easily 
interpreted and the standard error of the regional-level TCI is smaller 
than for ititdisirict-level TCI. 



The differences in teacher salaries associated 
with these variables are cost differences. They reflect 
the variations in salaries paid to comparable teachers 
working in similar job assignments aaoss local school 
systems. That is, all else equal, districts in more 
urbanized settings tend to pay higher relative salaries 
for comparable teachers. In addition, districts located 
in faster growing regions, regions with climates 

characterized by colder tempera- 
tures and greater quantities of 
snowfall, and regions with higher 
rates of crime pay higher relative 
salaries to teachers, holding all else 
constant. At the same time, dis- 
tricts in more remote regions pay 
somewhat higher-than-average 
salaries to compensate for reduced 
access to some of the amenities of 
living in more urbanized areas.*' 

Teacher Cost Differences 
by State 

Table 1 presents state-by-state 
and overall patterns of variation in 
the TCI. It designates the number of districts for 
which data are included, along with the weighted 
mean, standard deviation, and minimum and maxi- 
mum values of the index within each state. The 
overall mean value of the TCI for the United States is 
scaled to a value of 100. This means that the index is 
scaled so that the average student attends a district 
with a TCI value of 100. The variation in the TCI 
aaoss the United States ranges from a low of S3 to a 
high of 137. This means that teacher costs for a 
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Table 1— SUf of the teacher coat index ITCH 






Number of 



United States 

Alaska 

Alabama 

Arkansas 

Arizona 

California 

Colorado 

Connecticnl 

District of Colombia 

Delaware 

Florida 

Georgia 

Hawaii 

Iowa 

Idaho 

Diinois 

Indiana 

Kansas 

Kentucky 

Louisiana 

Massacbusetts 

Maryland 

Maine 

Michigan 

Minnesota 

Missouri 

Missiutpi^ 

Montana 

North Casolint 

North Dakou 

Nebraska 

New Hampshire 

Newleney 

New Maxim 

Nevada 

New York 

Ohio 

Oklahoma 

OregoD 

Peoniylvama 

Rhode Island 

Soisih Carolina 

South Dakou 

Tennessee 

Ibxu 

Utah 

Virginia 

Vennont 

Wuhington 

Wisconsin 

Weet VlrgiflU 

Wyoming 



14*494 

36 

129 

322 

2Q5 

991 

176 

160 

1 

16 

67 

184 

1 

429 

no 

942 

295 

302 

176 

65 

269 

22 

215 

SS2 

429 

538 

149 

503 

133 

262 

728 

141 

534 

86 

17 

627 

610 

586 

292 

499 

36 

80 

172 

132 

L042 

40 

129 

236 

294 

424 

54 

49 



Total 

enmilment 


Mean 


neecriptive statisece on 1\-1 
Standard 




40.116.027 


100 


11.7 


53 


137 1 


94.330 


114 


8.0 


96 


137 


725.115 


88 


5.4 


76 




431.490 


87 


4.1 


78 


97 •: is 


630.816 


97 


6.9 


84 


X06 1 


4.813.643 


109 


7.6 


77 


119 


573.985 


99 


7.6 


71 


116 


453.468 


114 


3.9 


103 


118 


80.694 


107 


0.0 


107 


107 


96.384 


102 


4.2 


96 


106 


1.862.185 


95 


5.4 


79 


107 


1.150.172 


92 


8.8 


71 


106 1 


159,285 


92 


0.0 


92 


92 


483.176 


90 


4.7 


76 


98 


217.555 


94 


4.7 


72 


102 


1.795.477 


107 


13.1 


72 


120 


937,324 


98 


6J 


80 


106 


436.494 


88 


7.6 


58 


99 


630,091 


89 


5.5 


76 


99 


774.724 


85 


3.9 


74 


92 


730.024 


114 


3.8 


88 


120 


669.620 


104 


5.7 


86 


112 :• • . . 


208.599 


104 


4.4 


95 


III-- 


1,560.809 


105 


7.5 


86 


115 


751,268 


99 


8.9 


73 


Ul 


805.029 


95 


9.0 


71 


107 


491.684 


84 


3.8 


74 


9i.‘ 


148.411 


94 


5,2 


76 


119- 


1.084,489 


93 


5.1 


80 




117.531 


89 


5J 


68 


1H-- . ::.vr 


269,106 


90 


6.9 


58 


118 


163.778 


109 


3.9 


101 


113 ..;xW 


1.007.162 


113 


4.5 


96 


119 


296.471 


90 


52 


74 


97 


20U16 


95 


4.1 


87 


108. 


Z361.043 


115 


12J 


89 


129. 


U66.733 


102 


6i 


83 


113 


568.711 


87 


4J 


68 


95 


483.507 


100 


6.5 


72 


lOI- 


1,629.157 


106 


8.0 


86 


120 . 


136,086 


til 


1.7 


108 


112 


451308 


90 


53 


79 


102 


125316 


87 


4.4 


53 




819,229 


90 


4.8 


77 


98 


3,380,805 


93 


83 


70 


106 


444,832 


97 


4.4 


73 


no 


984,702 


96 


83 


75 


idg 


90.215 


101 


2.7 


95 


108 


810.011 


106 


9.1 


75 


116 


796.114 


99 


6.7 


85 


109 


318377 


86 


3.0 


78 


95- 


97.976 


88 


44 


78 


107 



SOURCE: U3. DspaiimsWtrfBhicwioeu National Caaiat for E^mcrn Suaubcs, ScbooU sad Suffiag Survey. 1990-91. 
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district located in the lowest cost region of the United 
States are S3 percent of those faced by the district 
serving the average student The highest cost district 
pays 37 percent higher teacher costs than the district 
serving the average student The lowest cost region of 
the United States is located in South Dakota, while 
the highest cost region is located in Alaska. Another 
way of looking at these numbers suggests that dis- 
tricts in the highest cost regions of the country pay 2.6 
rime s (= 1 37/S 3) as much to place comparable 
teachers in comparable classrooms and schools as 
districts in the lowest cost regions of the country. The 
standard deviation of the TCI is 1 1.7 percent; that is, 
most of the districts are within plus or minus 11.7 
percent of the average. 



ences among the lowest five states is statistically 
significant. 

The five states with the largest within-state 
variation in TCI values (based on the size of the 
standard deviations presented in the table) are Illinois, 
New York, Washington, Missouri, and Minnesota. 

The states with the lowest within-state variation' are 
Rhode Island, Vermont, West Virginia, Massachu- 
setts, and Mississippi. In general, states with larger 
numbers of school districts tend to have a larger 
variance. Among the five states that exhibited the 
highest within-state variation, the average number of 
districts per state is 566, while the average number of 
districts in the five states with the lowest within-state 
variation is 149. 



The five states with the highest average teacher 
costs are, in order from highest to lowest. New York 
(1 15), Massachusetts (114), Con- 
necticut (114), Alaska (114), and 
New Jersey (113). Four of these 
states are located in the northeastern 
portion of die United States. Calcu- 
lations of standard errors indicate 
that the differences among the top 
five states are not statisticaily 
significant.^ 

The five states with the lowest 
average teacher costs are, in order 
from lowest to highest, Mississippi 
(84), Louisiana (85), West Virginia 
(86), Oklahoma (87), and South 
Dakota (87). Four of diese states 
are located in the South (using the state classification 
scheme provided in SASS). Once again, based on the 
standard errors of these estim?.tcs, none of the differ- 




^ The sUndird ecrors of the sutewide avertge index vahiee ire generally 
below 1 percentage point for all but 1 3 statea. Thuf , a 9S percent 
cqpfidfnce interval for the vast majority oi states would be smaller than 
plus or minus 2 percent With the exception of Alaska, the standard 
errors of the five highest cost states range from 0.6997 in ConnecUcut to 
1 .3SS0 in New YorL The standard eiror for the statewide average in 
Alaska is 2. 1 SS9. The standard error is higher for districts further away 
from the overall average. 

' This excludes Hawau and the Distnci of Colundiit each of which have 
only one district. 



Teacher Cost Differences, by Type of 
District 



Table 2 presents tbe descriptive 
statistics for the TCI broken down 
by region of the Unite'! States, level 
of per-pupil revenue in the district, 
population of the metropolitan area 
or county of location, distance horn 
the central city, district enrollment, 
type of city, and percentage of 
students living in poverty. 

Highlights of the pattern of 
variations in the TCI are presented 
below. 



Regional variation. The average TCI tends to 
be lowest in the southern part of the United States 
and highest in the northeastern states. Using the 
regional-level TCI, on average, students in the 
South are enrolled in districts facing teacher costs 
of about 8. 1 percent below average, while 
students in the Northeast are enrolled in districts 
facing costs of more than 11.5 percent above 
average for similar teachers in similar schools. 
Districts in the West exhibit teacher costs of 
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Table 2.— The TCI, by region, per-pupil revenue, metxopoliUn popuiaiion, distance from the nearest central city, district ri2e,| 
5 of city, and percentage^f^children living in poverty 



tvT»e ( 



Category 



Number of 
distnets 



Region 

Northeast 2,724 

Midwest 5.683 

South 3.287 

West 2.800 

PcT'pupil revenue 
l^ss than S4.000 

4.000- 6.000 

6.000- 8.000 
8.000-10.000 
More than 10.000 

Meliopolitan population 
I. ess than 5.000 
5 . 000 - 20.000 

20.000- 50.000 

50.000- 100.000 

100.000- 500.000 

500.000- 1.000.000 
More than 1,000.000 

Distance horn the nearest central city 
Less than lO miles 
10-20 
20-40 
40-80 
80-160 
More than 160 

District size 
Less than 500 studenU 
501-1.000 

1.001- 5,000 

5.001- 10.000 • 

10.001- 25.000 • 

25.001- 50.000 

50.001- 100.000 
More than 100,000 

Type of city 
Large central city 
Mid^size city 
Urban fringe of large cHy 
Urban fringe of mid-size city 
Large town 
Small town 
Rural 

Percentage of children living in poverty 
Less than 10% 4,808 

10-20 4J34 

20-40 3,656 

More chan 40 875 



Total 

enrollment 



Deicripcive statisUci on TCI 



Mean 



Standard 

deviation 



Minimum Maximom 



6,779,532 

9.844.377 

14.519.980 

8.972.138 



U2 

100 

92 

104 



9.7 
10.4 

7.8 
9.7 



11.733,121 

13,299,197 

12,941309 

1,700,073 



105 

97 

99 

93 



83 

9.0 

143 

12.4 



86 

53 

68 

71 



62 

53 

58 

62 



129 

120 

112 

137 



3.695 


S.903J40 


91 


8.1 


65 


119 


7.122 ' 


22.072.043 


99 


10.0 


53 


120 


2316 


7.257.311 


no 


10.9 


58 


129 


797 


1.382.471 


Hi 


7.6 


62 


123 


564 


500.862 


114 


7.4 


65 


137 


686 


166.555 


84 


9.2 


53 


119 


3.341 


2.521.938 


85 


6.3 


66 


137 


2.999 


4.170.191 


88 


5.8 


72 


123 


1,519 


3.201.822 


92 


5.9 


78 


112 


2.458 


8.348.309 


95 


7.2 


73 


119 


1,188 


5.578J74 


100 


7.8 


85 


118 


2,303 


16,128.638 


no 


8.7 


84 


129 


city 

2,018 


15,477.412 


102 


9.9 


73 


120 


2,369 


8.832.810 


107 


11.9 


68, 


^29 


3,973 


8,186492 


97 


103 


68 


120 


3.770 


5.69S451 


90 


7.9 


58 


119 


1,885 


1,576^681 


90 


7.7 


53 


119 


479 


347.281 


100 


11.2 


65 


137 


5,154 


U03.979 


91 


103 


53 


137 


2,370 


1.712.255 


94 


10.3 


63 


134 


5.374 


12.270404 


98 


113 


71 


137 


915 


6317.093 


99 


1L2 


75 


123 


480 


7,135433 


100 


10.4 


72 


119 


120 


4.081,084 


100 


93 


73 


119 


44 


2,960452 


100 


7.8 


<S 


120 


21 


4423414 


ill 


12.2 


91 


129 


811 


8.579,610 


108 


10.9 


83 


129 


806 


9,187.913 


97 


83 


73 




1,257 


5.921311 


no 


7.7 


81 


120 


810 


2.861.090 


99 


10.0 


71 


118 


418 


1,154387 


92 


83 


58 


119 


4,158 


8.812.909 


93 


9.9 


70 


137 


6,174 


3.596,914 


92 


8.7 


53 


137 



134 

117 

137 

119 



SOI RCE: L.S.Dtt>wtim>to<E<Kic«Ka.NiUoeilCeBtetfacEJMa»woSu«Uucj.SchooU«nd 5uffiMSMryey.lW^^ 



28 



O 

ERIC 



BEST COPY AVAILABLE 
23 



Introduction to a Teacher Cost Index (TCI) 



about 4.4 percent above average, while districts 
in the Midwest are close to the U.S. average. 

• Urbanicity. Not surprisingly, districts with 
higher per-pupil revenues, districts located in 
larger metropolitan areas, districts less than 20 
miles from a central city, districts with greater 
enrollments, and more urbanized districts all tend 
to have higher teacher costs. Large central city 
districts and those located on the urban fringe of 
a large city exhibit the highest average costs 
among types of cities — about 8.2 to 9.5 percent 
above average. Districts within 20 miles of the 
central city exhibit the highest costs, while 
districts between 40 and 80 miles of the central 
city exhibit the lowest costs. Districts more than 
160 miles from the central city show costs just 
slightly below that of districts within the 20 mile 
radius. Districts in the largest 
metropolitan areas (over one 
million in population) exhibit 
costs that are almost 10 percent 
above average, while districts in 
regions or counties with a 
population of less than 5,000 
exhibit costs that are mure than 
16 percent below average. 

Districts located in metropolitan 
areas of half a million to a 
million in population exhibit 
costs at. the U.S. average. 

* Rural school districts. While 
the average student attending 
school in a rural district would have access to the 
average teacher at a cost of about 8 percent 
below alWage (i.e., an index value of 92), the 
student attending school in a remotely-located 
district would have access to that same teacher at 
about the average cost (i.e., an index value of 
100). Although competitive forces in the labor 
market might tend to drive salaries down in such 
districts, the results suggest that compensating 
differentials arc necessary to attract teachers into 



remote regions located away from the amenities of 
urban life. 

A Comparison of Alternative 
Models: The Case for the TCI 

In addition to the TCI derived from the hedonic 
wage model, two alternative cost adjustments have 
been proposed: (1) a geographic cost-of-living (COL) 
index (McMahon and Chang 1991), and (2) an index 
of variations in average teacher salaries adjusted for 
differences in teacher education and experience (Barro 
1994). As one would expect, the correlations between 
the TCI, the McMahon-Chang COL, and Barro’s 
adjusted-average-teacher salary index are positive and 
relatively high (i.e., 0.76 and 0.72, respectively). 
However, there are significant differences in the 
values of these indices and what they represent. The 
COL accounts only for variations in 
the cost of living which, while an 
important p ut of teacher cost 
differences, does not ct^ture all of 
the relevant factors (e.g., the effects 
of labOT market competition, climate, 
crime, and urban amemues). The 
Barro index controls for teacher 
education and experience, but fails to 
conu ol for variations in other teacher 
and school attributes that are within 
local control. 

The potential for distortion 
between the TCI and COL is evident 
from a more detailed examination of 
the patterns of difference across the United States. 

For example, the COL values for the highest COL 
regions of the country — the metropolitan areas 
surrounding the cities of San Francisco and San Jose, 
California — exceed the average values of the TCIs for 
these same regions by more than 28 percentage points. 
These values represent significant differences in the 
perception of what constitutes high costs and provide 
a very different picture of the real purchasing power 
of the educational dollar. These results suggest that 
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teachers are willing to trade salaries for the amenities 
of living in the San Francisco-San Jose areas. The 
state of Hawaii shows a similar pattern. 

The TCI presented in this paper represents an 
attempt to account for most of the factors that affect 
the ability of local school systems to recruit and 
employ teachers with similar characteristics hired into 
similar jobs and job assigiunents. It accounts system- 
atically for the factors that underlie differences in the 
cost of living, and for differences in regional amenities 
that affect the attractiveness of places to live and 
work. Despite the high correlations anaong these three 
models, there are some inqx)rtant differences in the 
ordering of regions of the country according to these 
alternative indices, as well as the magnitudes them- 
selves. Using an ina{^ropriate index for adjusting 
salary or expenditure data can lead to significantly 
different conclusions about the levels of educational 
services being provided in different 
regions of the country. 



Future Work 

Future work on the analysis of teacher compen- 
sation could be improved along two dimensions. 

First, additional data items are needed to control for 
teacher quality (e.g., the quality of colleges attended, 
scores on Scholastic Assessment Tests (SAT^), or 
national teacher exams). A second area in which data 
could be improved is benefits received by teachers. 
The current SASS does not report data that would 
permit determination of the value of benefits, which 
could easily add as much as 30-40 percent to teacher 
salaries. In addition, future research in this area 
should expand the analysis of teacher salaries to other 
certified and noncertified personnel, as well as 
nonpersoimel resources. While it is expected that 
patterns of school administrator costs will be similar 
to those for teachers, noncertified personnel tend to 
operate in more localized labor markets, and in the 
past have been found to have some- 
what different patterns of cost 
variation than certified personnel 
(Chambers 1978). Finally, in order 
to develop a comprehensive cost-of- 
education index, it will be necessary 
to obtain some data on the variations 
in the costs of nonpersonnel re- 
sources, which account for approxi- 
mately 15 percent of school budgets. 
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Introduction 

As the direction of public policy points unam- 
biguously to a larger state and local leadership role in 
delivering and paying for public services, the near- 
and long-term fiscal outlook for states takes on added 
relevance to those interested in education finance. 

The impending devolution of program responsibility 
and authority from Washington, DC to states and 
localities means that these governments increasingly 
will be expected to design and fund strategies for 
meeting die needs of their citizens. What financing 
challenges is the education sector likely to face in light 
of this changed context? What policy implications are 
suggested by this financing outlook? 



NOTE: Thii paper is idapied fonn Mirttn E. Orland and Carol E.Cohen. 
State htvestpoenu m Education and Other CkHdren t Services: The 
Fiscal Challenges Ahead, prepared for The Pinaiice P^ojed. WaihiDgtoa. 
DC. September. 1995. 



Unlike most other children’s services, education 
revenue is derived almost exclusively from state and 
local sources. The overall proportion of federal 
financial sufqwrt for elementary and secondary 
education is currently under 7 percent. So, at first 
glanre, it might seem as though a smaller federal role 
would not have much impact on education service 
provision. However, upon closer inspection, it is clear 
that federal devolution can be expected to affect 
education financing in at least two ways. Hrst, states 
and school districts will be increasingly called upon to 
provide financing to support the special categories of 
funding in which federal financing currently plays a 
major role. For instance, disadvantaged students, 
students with disabilities, and the limited English 
proficient (LEP) have for years been particularly 
dependent on targeted federal assistance programs. 
More recently, through programs such as Goals 2000 
and the School-to-Work Opportunities Act, the federal 
govenunent has begun to provide states and school 
districts with the marginal resources needed to 
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stiinulate broad system-wide education reforms 
grounded in the principle of all students achieving at 
dramatically higher levels. 

Perhaps even more significantly, federal devolu- 
tion will cause increased competition for the general 
state and local education dollar. As federal payments 
for programs like welfare and Medicaid are reduced, 
additional pressures will be placed on state and local 
budgets to accommodate the shortfalls. Because 
education comprises such a large share of state and 
local budgets (about 38 cents of every state and local 
tax dollar in 1992), it may become an especially 
inviting revenue target. 

To what extent will the education sector in states 
and local commui ities be equipped to meet the 
financial challenges brought on by a declining federal 
role? Answering this question 
satisfactorily requires that we 
appreciate the factors most directly 
associated with patterns and trends 
in education spending. Even a 
cursory look at average per-pupil 
expenditure levels reveals how much 
spending variability exists both 
across the states and over time. In 
1992, real per-pupil spending was 
over three times higher in New 
Jersey than in Utah. Even more 
dramatically, while average per- 
pupil education spending rose $110 
per year between 1970 and 1989, it 
increased at a rate of only $15 per 
year between 1990 and 1994. 



Analytic Approach and Framework 

This study analyzes the fiscal challenges ahead 
for states in financing education by examining pat- 
terns of state spending for these services and the 
major factors that influence them. In addition to 
examining recent cross-sectional state data on per- 
pupil education spending, we look at spending 
changes between 1970, 1980, and 1992. Our ap- 
proach is based on the assumption that the factors and 
relationships that are significant in explaining current 
and recent state spending will continue to affect such 
spending in the future. 

The hypothesis framing our analysis is that three 
broad factors can influence state spending for educa- 
tion; 

' the service needs (or the demo- 
graphic capacity) of states to 
provide education services; 

> the ability to pay (or the fiscal 
capacity) of states to provide 
such services; and 

• the willingness to pay (or the 
fiscal effort) of states and 
localities in support of these 
services. 

The relevance of each of these 
factors to the level of per-pupil 
education spending in each state is 




The purpose of this analysis is to better under- 
stand what drives spending contrasts like these, and 
what this portends for future spending on education. 
It is our hope that such an understanding will enable 
policymakers at all levels to make more informed 
decisions on public educational investments. 



Service Needs (Demographic Capacity) 

The magnitude of each state's overall need for 
educational services can have a major impact on the 
amount of resources that state invests in each pupil. 
In this study, we measure this factor, which we have 
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